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Compensation and Disclosure Issues in Personal Financial Planning
Recent studies and media accounts suggest that consumers are confused about the various methods of
compensation used by financial planners and the true cost of the services rendered. The AICPA Personal
Financial Planning (PFP) Executive Committee has considered the various compensation methods in practice
to explore which of them might best serve the interests of the public and AICPA members and has issued a
“white paper ” on the topic. The text of the white paper follows.

Compensation Methods
The financial services marketplace has generated a variety of compensation arrangements, the more typical
of which are described in the following paragraphs.

Fees. The adviser is compensated solely by the client for professional services provided and not as a result of
the purchase or sale of any financial product. The PFP Executive Committee considers the following to be
categories of fee arrangements:
•

Hourly, fixed, or flat fees.

•

Percentage fees, based on some aspect of the client’s financial profile, such as assets under
management or earned income.

•

Performance-basedfees, tied to the profitability of the client’s invested assets.

•

Contingent fees, as described in the Appendix to this document.

Other Arrangements. There are a variety of compensation arrangements under which a planner is paid
directly or indirectly by someone other than the client for recommending or referring a product or service. The
more common third-party compensation methods include:

•

Commissions, generated from the purchase or sale of a financial product or service. This may include
12(b)1 fees, trailing commissions, surrender charges, and back-end fees.

•

Fee offset arrangements, under which compensation is initially derived from fees. The fees are
subsequently reduced by commissions generated from the purchase or sale of a product or service.

•

•

Referralfees, compensating the adviser for recommending or referring a product or service provided
by another person or entity.
Other indirect compensation, which may include rewards, purchase points, travel credits, or other
benefits received from a third party for recommending a product or service to the client. This would
also include eligibility for sales prizes and soft-dollar benefits.
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The Appendix contains more information regarding the ethical and legal considerations of contingent fees and
commissions and other third-party fee arrangements.

“Fee-Only” vs. “Fee-Based.” To avoid confusion among consumers, the PFP Executive Committee believes
that the term “fee-only” should only be used to describe practices or firms in which the advisers are
compensated solely by fees in all engagements. Accordingly, the term “fee-only” in marketing materials, client
communications, and other media should be used only by advisers that meet this test. A “fee-based” planner
would therefore be one who is compensated by fees, but who may choose to accept commissions or other thirdparty compensation as well.

Practical Considerations
Establishing compensation arrangements is one of the most troublesome issues facing CPAs providing PFP
services. Although AICPA members may, except in certain situations, accept disclosed commissions and
contingent fees, many CPAs are hesitant about accepting commissions due to their historical fee arrangements
with clients and the fact that some state accountancy laws still do not permit the practice.

A number of factors enter into the decision regarding the appropriate compensation arrangements for a PFP
practice. CPAs must first determine whether relevant state accountancy laws currently permit the acceptance
of commissions for professional services and whether existing and potential clients are amenable to a
commission arrangement. Although commissions and contingent fees are traditional forms of compensation
for many sources of financial planning services, such as stockbrokers and insurance agents, clients and
prospective clients may be less likely to expect that a CPA will be compensated, wholly or partially, in this
way. As a result, many CPAs offering PFP services have found that it is useful to establish and promote a “feeonly” practice to differentiate themselves from commission-based providers of financial planning services. On
the other hand, a commission arrangement might enable consumers to obtain and pay for financial planning
services that they might not otherwise be able to afford. It is up to the CPA to individually evaluate the many
issues involved in compensation and establish arrangements that are most appropriate in their practices.
Ultimately, consumers are in the best position to decide what adviser they want to employ and what
compensation arrangements they are comfortable with.

Market trends change frequently and are also an important factor in establishing compensation methods. At
Dalbar, Inc., a Boston-based financial services consulting firm, surveys of investors indicate that consumers
increasingly prefer fees to commissions. The Dalbar research found that flat or asset-based fees resulted in
much higher customer satisfaction. In fact, 76 percent of survey participants indicated that they trust their
financial advisers; of the 24 percent who did not trust them, eight out of ten indicated it was because the
adviser accepted commissions. In addition, a blue ribbon panel appointed a few years ago by the Securities and
Exchange Commission (SEC) recommended that firms move toward fee-only arrangements in order to lessen
conflicts of interest. “I think that has had a big effect on the industry,” said Lori Richards, director of the SEC
Office of Compliance Inspections and Examinations.
In October 1996 and 1997 Worth magazine published its list of the “Best Financial Advisers.” In compiling
the list, the editors identified those advisers that they would trust and recommend to their parents, indicating
that “the critical thing is that clients understand and feel comfortable with the way an adviser earns his or her
living.” Approximately 70 percent of those included on the list were identified as “fee-only,” meaning — for
Worth's purposes — that they do not accept commissions for the sale of specific products. According to Worth:
“We generally prefer fee-only arrangements, but we recognize that other forms of compensation can work well
for adviser and client.”
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Full Disclosure
A client who is fully aware of the method and amount of a financial planner’s compensation is in the best
position to make an informed decision regarding whether or not to retain that adviser. Full disclosure of the
method of compensation — and disclosure of the amount of compensation when determinable — is most
effective when made prior to the delivery of any PFP services.

As explained in the Appendix, AICPA Rules of Conduct require that a member who is allowed to accept a
commission disclose that fact to the client, leaving the form and content of the disclosure to the member’s
professional judgment. State boards of accountancy may impose their own disclosure requirements and their
rules should be consulted before engaging in commission arrangements. Accordingly, full disclosure is critical
in commission-based engagements. Clients who are aware of the amount as well as the fact of the commission
can effectively evaluate the cost of the transaction as well as whether the compensation arrangement might
impair the CPA’s objectivity.
Similarly, clients in a fee-only PFP engagement typically want to know how much the professional services
will cost. Disclosure of the estimated fee allows them to make informed decisions when retaining a CPA for
PFP services.

Full disclosure of both the method and amount of compensation not only provides the client with more useful
information, it also enables CPAs to differentiate themselves from others in the financial services industry. It
is prudent to advise clients of all details of compensation arrangements; this can easily be accomplished in an
engagement letter or other communication.

Conclusion
In conclusion, although the AICPA neither prohibits nor endorses one compensation method over another,
CPAs providing personal financial planning and investment advisory services should consider both regulatory
and marketplace forces and the impact on their client relationships when choosing a compensation method.
Whatever compensation arrangement ultimately meets the needs and wishes of both CPA and client, full
disclosure of the method and amount of the CPA’s compensation can provide useful information for the client
and enhance the CPA’s competitive edge. In PFP, as in all professional services, it is the CPA’s responsibility
to ensure that the client relationship is founded on trust and objectivity.
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APPENDIX
Professional Issues in Compensation
CPAs in the practice of public accountancy who are AICPA members must observe the AICPA Rules of
Professional Conduct (“Rules”) in performing any professional service. The AICPA, as well as most state
boards of accountancy and other regulatory bodies, views personal financial planning (PFP) services as within
the practice of public accountancy. CPAs who perform PFP services without holding out as a CPA may not
be subject to the same regulation. In Interpretation 505-2, the AICPA Professional Ethics Division indicated
that, when a member who is in public practice or who holds out as a CPA forms a separate business to provide
any professional services — including PFP services—then the separate business is also viewed as the practice
of public accountancy. Accordingly, members who hold out as CPAs and provide PFP services, even in a
separate entity, are subject to the AICPA Rules.

Rule 302 permits a member to accept a contingent fee from a client, provided that the member does not also
perform for that client an audit or review of a financial statement, a compilation of a financial statement when
the member expects or reasonably might expect it to be used by a third party and that compilation does not
disclose a lack of independence, or an examination of prospective financial information. Also, Rule 302 and
Interpretation 302-1 discuss certain tax services that cannot be performed for a contingent fee for any client.
A contingent fee is defined as a fee established for the performance of any service pursuant to an arrangement
in which no fee will be charged unless a specific finding or result is attained, or in which the amount of the
fee is otherwise dependent on the finding or result of such service.

Rule 503 states that a member may, for a commission, recommend or refer to a client a product or service, or
for a commission recommend or refer any product or service to be supplied by a client, provided that the CPA
does not also perform for that client an audit or review of a financial statement, a compilation of a financial
statement when the member expects or reasonably might expect for it to be used by a third party and that
compilation does not disclose a lack of independence, or an examination of prospective financial information.
Additionally, the fact of the commission is to be disclosed to the client. Failure to disclose the payment or
expected payment of a commission is a violation of the Rules, subject to disciplinary action. The Rules
therefore do not prohibit a member from accepting a contingent fee or a disclosed commission on an
engagement for a client for which the member is not providing an audit, review, or compilation of a financial
statement, or an examination of prospective financial information.
The license to practice public accountancy is conferred by the state or states in which a member practices. Each
state has laws and regulations that govern the practice within the state and constitute the primary source of
licensure and regulation of a member's practice. Some states do not currently permit CPAs in the practice of
public accountancy to accept commissions or contingent fees. Accordingly, in determining what constitutes
an acceptable form of compensation, members must first look to the rules of the state or states in which they
practice. Failure to adhere to the rules of conduct of the licensing state subjects the CPA to disciplinary action,
including, in the worst case scenario, loss of license. In addition, CPAs are often members of state or other
professional societies that impose rules of conduct on their members. CPAs must keep in mind that the rules
of the state of licensure, as well as those of national, state, and local professional societies, are not necessarily
consistent with the AICPA or with each other.
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